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Reopening the Case of the Lloyd George 
Coalition and the Postwar Economic 
Transition 1918-1919' 


Eric Hobsbawm recently observed that “a good deal of, eco- 
nomics has the function not so much of telling government or busi- 
ness what they ought to do, as of telling them what they are doing 
(or not doing) is right.”2 Economic history, happily or unhappily, 
does not suffer from the same weakness. Its problem is rather the 
reverse: a good deal of economic history has the didactic function 
of telling us what should have been done, as though that were al- 
ways possible. So it is with the critics of the Lloyd George coali- 
tion’s postwar economic policies; they work from a retrospectively- 
divined ideal back to an explanation for the coalition’s melancholic 
failure to grasp and pursue that ideal. This has made for portrayals 
of the untried paths as relatively unobstructed, clearly marked and 
negotiable, while the route actually taken is seen as a gamut, bor- 
dered by briars and surfaced with quagmires, through which the 
nation emerged badly scathed and shaken.* To veer off the course 
of this prickly metaphor, the critics of the coalition’s refusal to 
deflate or its negligence — one might almost say abandon ~ toward 
inflation and permissiveness make two types of arguments. 

Most conspicuous by their unmitigated scorn are the socialists 
who see in the wartime state the first buds of what a socialist Brit- 
ain could flower into. R. H. Tawney, in his 1943 essay “The Aboli- 
tion of Economic Controls, 1918-1921”, regretted in loud sighs the 
myopia of a regime which had constructed, or improvised as crisis 
arose, “the most extensive and intricate scheme of state intervention 
in economic life which the country had seen” then dismantled it 
due to pressure from businessmen, fear that trade would not quick- 


1. This essay is a revised form of a paper delivered at the American Historical 
Association —- Pacific Coast Branch convention in August 1969. 

2. E. J. Hobsbawm, Industry and Empire (New York, 1968), p. 191. 

3. Cf. William Ashworth, An Economic History of England: 1870-1939 
(London, 1960); Henry Clay, The Post-War Unemployment Problem (London, 
1929); Francis W. Hirst, The Consequences of the War to Great Britain (London, 
1934); Hobsbawm, Industry and Empire; S. J. Hurwitz, State Intervention in Great 
Britain: A Study of Economic Control and Social Response 1914-1919 (New York, 
1949); Arthur Marwick, Britain in the Century of Total War: War, Peace, and 
Social Change, 1900-1967 (London, 1968); Charles Loch Mowat, Britain Between 
the Wars, 1918-1940 (Chicago, 1955); A. C. Pigou, Aspects of British Economic 
History 1918-1925 (London, 1947); Sidney Pollard, The Development of the 
British Economy 1914-1950 (London, 1962); R. H. Tawney, “The Abolition of 
Economic Controls, 1918-1921,” Economic History Review, first series, XIII (1943). 
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ly revive and, thus, anxiety lest there be “a dangerous interval of 
unemployment.”* Tawney directed his essay to Winston Churchill's 
wartime coalition: that Government should not make the same mis- 
takes as the Lloyd George coalition, which 


being without any general view . . . was ready to be pushed. 

The Hise of business interests, the clamor of its support- 

ers, the noise made by the press, the advice of the Treasury, 
the economic situation, and — still more — the prevalent 
illusions about the economic situation, all pushed in one 
direction.® 

Tawney’s point has been echoed by all hues of socialists and a few 

non-socialists.® 

Most non-socialists have held to the view that dismantling con- 
trols was neither unexpected nor necessarily mistaken. What these 
critics have pounced upon is the speed at which the Government 
decontrolled as it ignored the advice of the Treasury for slowing, 
even arresting, inflation, so that in the runaway inflation of 1919-20, 
the cabinet was left with little besides monetary and fiscal controls 
with which to stabilize the economy.’ Thus the thrust of the non- 
socialists’ criticism has been that the coalition was ignorant and 
inexperienced, that it made mistakes which could have been 
avoided by reference to the sound advice it received from the 
Treasury. 

The problem is clear: did the forces of capitalism push “in one 
direction” or was there, as a few recent scholars have suggested, 
some division in capitalism’s ranks? Further, one might ask, were 
there realistic alternatives not taken either because the cabinet was 
ignorant and inexperienced or because it was too willing to capitu- 
late to businessmen’s demands? A complete evaluation of the 
policies and its critics is impossible within the scope of a short 
essay, for such an enterprise involves consideration of perhaps a 
dozen critical cabinet decisions. So the focus is upon the first six 
months after the Armistice, the period in which the Government 


got its bearings and struck its course. 
* * * * 


4. Tawney, “Abolition of Economic Controls,” Econ. Hist. Rev., first series, 
XIU, 7, 13, 14. 

5. Ibid. p. 13. - 

6. In particular, cf.. Hobsbawm, Industry and Empire, pp. 203-04. 

7. E. Victor Morgan, Studies in British Financial Policy, 1914-1925 (London, 
1952), pp. 374-75; Pigou, Aspects of British Economic History pp. 107-08, 115-26; 
Henry Clay, Lord Norman (London, 1957), pp. 116-25. Clay notes, without 
commenting, that Norman believed monetary controls were appropriate and 
adequate to contain inflation and carry through the transition effectively. 
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During the war the Government perforce subordinated mone- 
tary and fiscal problems to the need for men and materials. A civil 
servant responsible for wartime supplies observed, with some jus- 
tice, that 

the doctrine implicitly acted on was that, the higher the 
price and the greater the freedom allowed to the private 
contractor, the greater would be the increase in the supply; 
it followed that, if only the government paid high enough 
prices and left private firms to their own Avice: munitions 
would be forthcoming in abundance.® 

Moreover, the Government no less than the public at large 
seemed to believe that “so long as the Government raised all the 
money it needed, that was enough.”® And, toward the war's end, 
this was carried one step further. As the First Commissioner of 
Works, Alfred Mond, observed in February 1918, war spending had 
given the public the view that money could be conjured up easily 
if needed.’ 

In the City, where the financiers as late as 1918 remained un- 
reconciled to such wartime expedients as printing currency which 
was unsupported by specie, attitudes toward public spending dif- 
fered sharply from popular sentiment. Indicative of the breach is 
the August 1918 Interim Report of the Committee on Currency and 
Foreign Exchanges after the war." This manifesto of the financially 
orthodox was the product of a body consisting of leading bankers, 
the Secretary to the Treasury, one economist (A. C. Pigou), and 
Lord Cunliffe, Governor of the Bank of England from 1913 until 
March 1918, who sat as chairman.’? The Cunliffe Committee, as it 
was called, declared that a general deflation must follow the war in 
order that the pound’s foreign exchange value, its convertibility 
into gold and, therefore, the nation’s international credit be protect- 
ed. Specifically, the report claimed that the state must pull tight 
the reins on commercial credit, terminate government borrowing, 

8. E. M. H. Lloyd, Experiments in State Control (Oxford, 1924), p. 23. 

9. Morgan, Studies in British Financial Policy, p. 95. 
oe PRO, Cabinet Memorandum, February 20, 1918, GT series 3681, Cab 

11. Interim Report of thé Committee on Currency and Foreign Exchanges 
eed ee War, 1918 (Cmd. 9182), 853. (Hereafter cited as Cunlife Committee 

ie The Cunliffe Committee wrote the manifesto of the conservative banking 
community, the ultimate aim of which was the return to the gold standard at 
prewar parity, as the Balfour of Burleigh Committee on Commercial and Industrial 
Policy after the War wrote the manifesto of the industrial-commercial establishment. 
Paramount in the minds of the Balfour Committee’s members was the eventual 


adoption of general protectionist tariffs. Cf., PRO, Cabinet Memorandum, January 
1918, GT 2891, Cab 24/34. 
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eliminate some £300 million in “paper money” issued during the 
war and reduce immediately the £1,000 Floating Debt.“ 

On the most important foreign exchange, that in New York, the 
pound was pegged during the war at $4.765, a figure maintained 
only by the sale of dollar securities and, indirectly, United States 
loans.'* Without a direct and abrupt reversal of wartime prodi- 
gality with future earnings and ample penance in the form of stiff 
taxes or even a forced loan,” or without further American loans, 
the pound would be disengaged to swell and ebb in value. Essen- 
tially, what the Cunliffe Committee demanded was a reversion to 
the Bank’s control over the money market, taken away during the 
first days of the war, as well as a grim dessert to victory composed 
primarily of politically indigestible austerity: 


Unless the machinery which long experience has shown to 
be the only effective remedy for an adverse balance of trade 
and an undue growth of credit is once more brought into 
play, there will be grave danger of a progressive credit ex- 
pansion which will result in a foreign drain of gold menac- 
ing the convertibility of our note issue and so jeopardizing 
the international trade position of the country.’ 


The implications were clear; there was no place in the Cunliffe 
recipe for reconstruction and, worse, if adopted it gave little chance 


13. Cunliffe Committee Report, The “paper money’ was Government Notes 
for £1 and 10s issued as legal tender and distinguishable from the Bank of England 
Notes in that the latter had at least some gold backing. The Currency and Bank- 
notes Act of August 6, 1914, charged the Bank to increase its Fiduciary Issue, that 
is paper money not supported by its equivalent in gold held by the Bank. “Paper 
money,” however, usually refers to the Government Notes. Notes, issued by the 
Bank and country banks, outstanding in 1913 amounted to £44m. By 1919 there 
were £104m. in such notes. To this must be added the £335m. in Government 
(Currency) Notes which had no gold backing. Gold bullion held by the Bank 
rose from £36m. in 1913 to £85m. in 1919. Thus approximately £314m, in notes 
outstanding in 1919 was unsupported by gold. The Floating Debt was short-term 
and accumulated as the Government needed cash quickly in order to pay immediate 
obligations. It is standard for all governments to buy short-term credit in anticipa- 
tion of revenue. However, in 1919 the British Government was straddled with a 
backlog of four years of borrowing far more on short-term than it could redeem 
with revenue. By the time of the Armistice, the Floating Debt exceeded £1,400m. 
Cf., R. F. Harrod, The Life of Jahn Maynard Keynes (London, 1951), pp. 196-99; 
Morgan, Studies in British Financial Policy, pp. 115, 147; Clay, Lord Norman, pp. 
GaSe rs Mitchell, Abstract of British Historical Statistics (Cambridge, 1962), 
pp. 451, 445. 

14. Dollar securities held in Great Britain were used as collateral for loans 
and directly to support the New York price of the pound. They were not sold 
to finance directly the war. Loans raised in the United States thus made possible 
the conservation of all but £288 million (or about 47 per cent) of U. S. Dollar 
securities. Morgan, Studies in British Financial Policy, pp. 325-30. 

15. Clay, Lord Norman, pp. 118-19. The forced loan was Norman's idea. 


16. Cunliffe Committee Report, passim. 
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of political maneuvering when the post-Armistice general election 
contests were waged. 

One would then expect to find that the Government, far from 
accepting the Cunliffe recommendations, as has been suggested,!” 
chose to ignore something which was clearly embarrassing. In 
Commons in January and February, the Financial Secretary to the 
Treasury, Stanley Baldwin, fended off queries about the coalition’s 
reaction to the report; nothing could be done about it, he said, 
until demobilization was completed.1* After several months of pes- 
tering, the Commons desisted in March 1919 from pursuing the 
matter? During the first year of Armistice, monetary and fiscal 
policy, as in wartime, took second place to other domestic con- 
siderations; reconversion and demobilization superceded gearing 
the home front for victory as the Government’s primary task. 

From cabinet records it is possible to cull ministerial feeling 
about the Cunliffe dictum. Clearly it was unwelcome, for the Gov- 
ernment was committed to extensive reconstruction projects which, 
with residuary war expenses, pushed the total charges on state 
funds well beyond what could be expected in revenues.”” The 
report, therefore, threatened the dreams of many liberals and a few 
Tories who had been infected with the logic of Christopher Addi- 
son, Minister of Reconstruction in 1918; he believed that restoration 
of national credit and debt redemption were impossible without ex- 
tensive reconstruction (housing, health, transport and utility devel- 
opment, land settlements, etc.,) and thorough reconversion of in- 
dustry to a peacetime basis.? 

In February and March 1919 the new Minister of Reconstruc- 
tion and National Service, Sir Auckland Geddes, conducted a series 
of conferences on unemployment and the state of trade which 
opened a forum to all major cabinet officers for wide-ranging dis- 
cussion. The minutes of these meetings provide an excellent view 


17. Thus, for example, Ashworth wrote: “The government in 1918 accepted 
the recommendations of the Cunliffe Committee on Currency and Foreign Exchanges 
after the war. . ... The full implementation of the decision was clearly not possible 
at once.”” Ashworth, Economic History of England, p. 385. There is no evidence 
to suggest that the report was even accepted in principle and postponed until the 
war's official end — January 1920, 

18. 112 House of Commons Debates, fifth series, 567 (February 17, 1919). 

19. Ibid. 1150 (February 20, 1919); 113 H.C. Deé., fifth series, 611 (March 
6, 1919); 114 and 115 H.C, Deb., fifth series, passim (March 24-May 16, 1919). 

20. Cf., Paul Barton Johnson, Land Fit for Heroes; the Planning of British 
Reconstruction, 1916-1919 (Chicago, 1968), pp. 197-98; 115 H.C. Deb., fifth 
ta 175-211 (April 30, 1919); 116 H.C. Deb., fifth series, 231-36 (May 20, 
1919). 

21. PRO, Cabinet Memorandum, February 10, 1918, GT 3643, Cab 24/42. 
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into the minds of the coalition as they mulled over the general 
outlines of economic policy.” In these sessions, Austen Chamberlain, 
Chancellor of the Exchequer, stood virtually alone as watchdog for 
the public purse. Occasionally Andrew Bonar Law, former Chan- 
cellor and now Lord Privy Seal as well as chief of the Conserva- 
tives, let his customary presentimental gloom carry him over to a 
defense of Chamberlain. The Chancellor revealed his doubts about 
the feasibility of undertaking simultaneously the tasks of war de- 
mobilization, extraordinary measures to diminish unemployment 
and care for the jobless, long range reconstruction schemes and the 
general peacetime responsibilities of government. However, the 
general feeling of the cabinet was expressed by the Prime Minister, 
when he told Austen Chamberlain: 


I think you will have to consider this year as really almost 
a war condition year. You are getting out of the war condi- 
tion, and I would not be in too great a hurry to get on to 
the absolute peace basis [fiscally] until you find the nation 
is actually on that basis. 


Chamberlain protested that the state could not continue as 
though there were virtually no limit to available credit, for the 
reconversion of industry would absorb capital which in wartime, 
in the absence of private demand, would have been lent to the 
state. Lloyd George restated his point: 


All I know is this. I always used to hear from Mr. McKenna, 
when he was Chancellor of the Exchequer, that we could 
not borrow beyond the 31st of March, and then there would 
be an end. Then he brought it up to September.” 


Wartime fiscal policy thinking obviously continued to figure into 
Lloyd George’s calculations and, in this respect, he was not alone. 
After examining other cabinet ministers’ remarks in the Geddes 
conferences, the weakness of Chamberlain’s position is more readily 
understandable. The Chancellor had to overcome the four years of 
conditioning to the notion that there was plenty of. money to be 
had. Since those conditioned included Conservatives like Geddes 
and Robert Horne, Minister of Labor, as well as Liberals, the 
weight of party did not operate within the cabinet to change the 
prevailing attitude. Outside the cabinet, however, some Conserva- 


en PRO, Cabinet Memorandum, February-March, 1919, G series 237, Cab 
24/75. 
23. PRO, Cabinet Memorandum, February 25, 1919, GT 6887, Cab 24/75. 
Bonar a ae the same point during the discussion. 

24. Ibid. 
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tives in Commons were moving to battle stations from which they, 
with Asquith’s Liberals, attacked the Government for its “squan- 
dering.”** For at least six months after the “Coupon Election,” the 
coalition’s inner circle persisted in the aloofness and insularity 
which it found necessary for it to function during the war.” 

A curious obstruction to Chamberlain was the combined bulk 
of an ill-matched partnership between Lloyd George’s business- 
men-turned-cabinet ministers and his party’s and a few Tory radi- 
cals. Neither group could take much comfort from the implications 
of Chamberlain’s sympathy for the orthodox money logic of the 
Cunliffe committee. And, as experienced spenders rather than 
“getters” of revenue, they fretted little over the budgetary problems 
of the Chancellor, so long as there was enough money.”” 

How the conjunction of trade and social policy men arose and 
functioned is illustrated by the brothers Geddes.”8 Sir Auckland, a 
Conservative by party tie and moderately radical by conviction, 
had been a scientist and teacher in Canada when the war started. 
In 1916 he was made Director of Recruiting, in 1917, Minister of 
National Service and, in 1919, combined the ministry with Recon- 
struction. His older brother Sir Eric, also a Conservative, was Gen- 
eral Manager-Designate of the North Eastern Railway in 1914, a 
position he relinquished in order to take charge of mobilization of 
the Northern Command. In 1915, he was “Deputy Director-Gen- 


25. Cf. 116 H.C. Ded., fifth series, 231-39; 242-56 (May 20, 1919); Francis 
W. Hirst and J. E. Allen, British War Budgets (London, 1926), pp. 272-95. The 
“Coupon Election’ Parliament’s hard-faced men who had done well out of the 
war have been, perhaps, overly damned. Cf., A. J. P. Taylor, English History 
1914-1945 (Oxford, 1965), pp. 128-29. 

26. During the war the insularity was a function of Lloyd George's reorganiza- 
tion of the cabinet. In the name of efficiency and for the sake of security, even 
cabinet ministers not in the five-man war cabinet were kept from information and 
discussions leading to major decisions. Cf., Taylor, Exglish History, pp. 74-78 on 
the nature of the reorganization. The postwar aloofness was partially the residue 
of wartime attitudes toward a compliant Commons, and it lingered on into the first 
two years of peace because the coalition and its enormous majority functioned as 
a reasonably harmonious family. 

27. PRO, Cabinet Memorandum, February 23, 1919, GT 6886, Cab 24/75. 
Striking is the absence of bankers or men from the great financial houses in the 
City and the preponderance of men of trade and industry (including Sir Albert 
Stanley, Lord Inverforth, Sir Eric Geddes, A. H. Illingworth, Lord peor 
Sit Alfred Mond and R. E. Prothero). Like the Prime Minister, many came from 
the Celtic fringe and most were not social equals of the City’s Mandarins. As 
wartime government servants, the businessmen were more effective than the bankers, 
perhaps because the former were less respectful of tradition’s vested interests. On 
the other hand, it could be that businessmen only looked more efficient: the 
Government and the country were impressed with production, not finance. In this 
respect, the First World War was a watershed in the history of British wartime 
politics; it was the first businessman’s war, earlier ones being financiers’ wars. 

28. Cf., Lord Geddes, The Forging of a Family (London, 1952). 
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eral” of Munitions, in 1917 First Lord of the Admiralty and in the 
reorganized coalition of 1919, he was Minister of Transport. Both 
men. believed that foreign trade would recover too desultorily and 
slowly to absorb soldiers and munitions makers.2? Consequently, 
they pinned their faith on home production and trade ‘to take up 
the slack left by the termination of war contracts. To Sir Auckland, 
as to other social policy spokesmen, the necessity of government 
promotion of a rapid reconversion of industry was unarguable. No 
less so was the coalition’s commitment to reconstruction. Govern- 
ment contracts for reconstruction materials would certainly prime 
the pumps of national industry and, thereby, begin the reconver- 
sion. And they would partially solve the national problem of mani- 
fest and potential labor unrest by opening the job market so that 
it could absorb demobilized men.” 

Sir Eric acknowledged the importance of an active, spending 
state during the transition: 


You must be prepared to spend money on after-the-war war 
problems as you did during the during-the-war problems. 
That must be found, and added to our war debt if necessary. 
It is the pee of reconstruction, and money has to be spent 
generously, and on those ‘[ie., social] schemes. If we get 
over that period I think the trade of the country will revive.*! 


Both brothers took seriously Dr. Christopher Addison’s warming of 
February 1918 in a reconstruction finance memorandum: “A dis- 
contented population and an ill-repaired machine offer, as it seems 
to me, an improvident means of debt reduction.”®? Agreed upon 
the course of transition, the Geddes brothers naturally resisted the 
Chamberlain logic. 

The trade policy and social policy men had not only a numerical 
advantage over the Chancellor, they also had a psychological edge. 
From the sensitive post of Minister of Labor, another Conservative, 
Robert Horne, came to view the transition primarily as a social 
rather than financial problem. Thus, he would support the elder 
Geddes: 


What I do feel is essential is that operations should take 
place now [in February 1919] in order to prevent the 
amount of unemployment which we must foresee for some 
months to come, at any rate; otherwise you may have a 


29. PRO, Cabinet Memorandum, February-March, 1919, G 237, Cab 24/75. 
30. TRO Cabinet Memorandum, February 25, 1919, GT 6887, Cab 24/75. 
31. Ibid. 

32. PRO, Cabinet Memorandum, February 10, 1918, GT 3643, Cab 24/42. 
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state of affairs in which employment is not worth giving at 
the end of that period. The situation is going to be serious, 
and it is already serious. 


The Government’s preoccupation with labor unrest dated back to 
1915 when the reconstruction committee expected an unemploy- 
ment problem once peace returned. By the early spring of 1919 
it was nearly an obsession; civil tumult on the continent, the break- 
down of a labor-absorbing demobilization plan, one million men 
and women drawing unemployment relief, the threat of a mass 
walk-out of coal miners and the recent “bolshevik” revolts in Glas- 
gow and Belfast, all of this combined to unsettle an already worried 
Government.® In the circumstances, only a government bent upon 
suicide could have chosen the deflationary Cunliffe proposals in 
preference to an inflationary trade boom and an acceleration of 
reconversion. 

Until these were well underway, however, the grievances of 
labor demanded the Government’s attention. Lloyd George con- 
jured up the Sankey commission to investigate the coal industry. 
He hoped to pacify the miners, but he and Bonar Law expected 
that the result would be nationalization of the industry.** Another 


33. PRO, Cabinet Memorandum, February 25, 1919, GT 6887, Cab 24/75. 

34. Asquith’s reconstruction committee, which met when there were less than 
two million in the armed forces, expected considerable unemployment after the 
war, but felt that it was a problem for the Local Government Board and the 
Prince of Wales Fund to handle. Cf., Beaverbrook Library, Report of the Re- 
construction Committee (1916), Bonar Law Papers, 64/F/19. A month before 
the Armistice, when faced with the prospect of demobilizing five million men, the 
cabinet discussed the anticipated unemployment dilemma and came to the conclusion 
that it would be a function primarily of dislocations. That is, it would persist 
until demobilization and reconversion were succeeded by a peacetime economy. 
However, even Austen Chamberlain was worried about short-term joblessness. He 
argued against terminating war materials work until non-war production could 
ie absorbing labor. PRO, War Cabinet Minutes 491-1, October 24, 1918, Cab 
23/5. 

35. On March 17, 1919, Tom Jones wrote to the Prime Minister that the 
miners were planning to strike on the twentieth if the cabinet did not accept a 
recommendation for nationalization of the coal mines. Beaverbrook Library, Tom 
Jones to Lloyd George, Mar. 17, 1919, Lloyd George Papers, F/23/4/36. Lloyd 
George’s response (from Paris) reveals something of his interpretation of the 
labor situation: “Once the strike begins it is imperative that the state should win. 
Failure to do so would inevitably lead to a soviet republic so that we ought to 
have our plans thoroughly well thought out.” Beaverbrook Library, Lloyd George 
to Tom Jones, March 18, 1919, Lloyd George Papers, F/30/3/31. The Glasgow 
and Belfast strikes in January had alerted him to the need for swift, decisive 
action, either by a show of force or grand concession. Recently Arno Mayer has 
made a good case for believing that the Government feared the ‘“‘bolshevik’’ revolts 
and attached considerable importance to them as possibly only the small tips of the 
iceberg of discontent poking above the surface. Arno Mayer, Politics and Diplomacy 
of Peacemaking, 1918-19 (New York, 1967), pp. 158-64, 606-11. 

36. Lord Riddell recorded in his diary on April 11, 1919, the following 
conversation: “[Bonar] Law: We have some awkward hurdles to cross. L. G 
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palliative, the National Industrial Conference of spring 1919 accom- 
plished little, but it served to create the impression. that industrial 
peace might be possible. Something more concrete and immediate 
had to be done about wartime controls over labor, for this was more 
than a question of simple restoration of civil liberties and legal 
rights to workers and unions. Negative control over the supply of 
skilled labor, the power to define job qualifications, regulate ap- 
prenticeship and enforce shop rules were at stake. Although there 
was little sympathy in the cabinet for total reversion to prewar 
privilege and practice, the political and social consequences of 
reneging on a pledge to make a complete restoration when the war 
ended were more than most ministers cared to face.2” And if labor 
was to be liberated, trade and industry could not be far behind. 
Arguments going to efficiency and reconditioning of British indus- 
try were disallowed in the case of labor,3* so they were not then 
likely to succeed in the case of trade and industry, particularly not 
in a cabinet weighted with businessmen. 

By avoiding deflation, the coalition specified the vehicle for 
carrying the transition — an inflationary boom. With the restoration 
to trade unions of their prewar privileges, the coalition indicated 
how it would pilot that vehicle — with one hand on the wheel and 
a heavy foot upon the accelerator. Urgency blurred the view as it 
raced toward a peacetime economy. There was little time to pause 
for a survey of the horizon. Nearly five million service men and a 
million civilians were devolving with considerable speed upon the 
economy; by middle March 1919, two million men had been de- 
mobilized.®* The state’s primary domestic obligation was to get 
things moving again. It rushed on toward this with more zeal than 
circumspection. 


[Lloyd George]: What are they? Law: The miners are raising troublesome points 
on the Sankey report. The owners will probably decline to agree to what is asked. 
That may force us into nationalization before we are ready. L. G.: Well, if it does, 
that will not be very serious. It has to come. The State will have to shoulder the 
burden sooner or later.” Lord Riddell, Lord Riddell’s Intimate Diary of the Peace 
Conference and After, 1918-1923 (London, 1933), p. 49; cf., Conservative Re- 
seatch Dept. Robert Sanders Diary, I, entries for April 1919. 

37. PRO, War Cabinet Minutes 491-2, 499-8, October 24 and November 15, 

1918, Cab 23/5; PRO, Cabinet Memorandum, November, 1918, GT 6056, Cab 
24/67. : 
38. PRO, Cabinet Memorandum, November, 1918, GT 6056, Cab 24/67. 
The most vigorous opponents of the restoration of labor's prewar rights and 
privileges were Andrew Weir (who became Lord Inverforth in 1919) and Winston 
Churchill. Both based their cases for retention on grounds of making British 
industry more efficient and competitive. 

39. _N. B. Dearle, Aw Economic Chronicle of the Great War for Great Britain 
and Ireland (London, 1929), p. 254. 
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The question of the Government’s ignorance of the economic 
consequences of the decision to avoid deflation are not really perti- 
nent; the matter was settled primarily on other grounds. To some 
extent, however, the cabinet understood the price it paid. When 
Chamberlain advised that official support for the pound would be 
removed, as it was on March 20, the cabinet registered no signs of 
surprise. Domestically, the state could expect progressively fiercer 
competition from private demand for available capital, certainly a 
hindrance to new borrowing or managing old debt. And, in fact, 
it was this problem which caused the cabinet to approve higher 
money rates in November and December, 1919 and again in March 
1920 — action credited with pushing an economic slowdown into 
recession.“t In the spring of 1919, the Bank warned that inflation 
might get out of hand, but even Austen Chamberlain thought the 
Governor was unduly alarmed.* Clearly the Government, over the 
Chancellor’s diminishing objections, proceeded on the assumption 
that prices and wages would adjust themselves downwardly to a 
more or less permanent level (once the buying and building spree 
ended), and the credit boom would taper off as reconversion was 
completed. This was not simply wishful thinking; but neither was 
it in accord with contemporary theory. As Keynes’s biographer 
wrote of the inflation and currency derangement: “The old eco- 
nomics textbooks did not give an adequate account of these mat- 
ters. There was room for fresh thinking and analysis.” 

Prices were falling in the first six months of Armistice, that is 
during the period in which the Government wrote the budget, 
refused the deflationary course and began dismantling the wartime 
economic controls.## The trend in prices reinforced the cabinet’s 
faith in the self-adjusting mechanisms and, more significantly, it 
instilled a sense of complacency toward the nation’s ability to cor- 
rect the dislocations without much intervention by the state. 

One often reads the complaint that the coalition failed to con- 
serve controls and administrative apparatus for containing the boom 
by means other than the money rates, and that it was entirely too 
permissive toward the giddy acceleration of the inflationary spiral. 


40. PRO, Cabinet Memorandum, February 25, 1919, GT 6887, Cab 24/75; 
Clay, Lord Norman, pp. 116-19, 

41. Cf. R. G. Hawtrey, Trade Depression and the Way Out, Pt. Il, ch. 1, 
sec. II, cited in Pigou, Aspects of British Economic History, pp. 188-90; Clay, 
Postwar Unemployment Problem, pp. 20-21; Clay, Lord Norman, p. 132; Morgan, 
Studies in British Financial Policy, p. 376. 

42. Clay, Lord Norman, p. 116, 

43. Harrod, John Maynard Keynes, p. 220. 

44. Morgan, Studies in British Financial Policy, pp. 73-74, 273, 281, 284. 
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Parliament never lost the power to control production allocation 
and prices; what it did lose was the will to use that power. In 
fact, in 1920 the state still controlled the production of eighteen 
commodities (among them: food; coal and certain woods), super- 
vised the operations of several industries (including the mines, 
shipping, railways and banking) and otherwise directly touched on 
free enterprise. For the most part, however, that business would 
regain its liberty was foregone by the time of the Armistice. That 
is, liberating commerce and industry was inevitable given the fears 
and suspicions of the Government about the period of transition. A 
parliament clamoring for the end to government meddling certainly 
hastened the cabinet’s resolution, but these noises, like those from 
businessmen, did not determine the basic outlines of coalition 
policy. Enterprise regained its liberty for essentially the same 
reason that the Bank of England did not. The Government tried 
many remedies for recovery; “Decontrol was but one of these reme- 
dies.” Another was the avoidance of deflation. 

For a quick gain in the form of reconversion, the Government 
paid dearly in the long run. It prejudiced the future of reconstruc- 
tion by initiating schemes after prices were rising again. (during the 
late summer and autumn of 1919), while doing almost nothing to 
protect these schemes from the effects of inflation, and by accelerat- 
ing through its money policy the descent into depression and, 
therefore, the graveyard of reconstruction measures. When recon- 
version and the desired boom seemed to be realized, the cabinet 
tumed its attention to the short-term debt that was becoming un- 
manageable.** Because of difficulties it encountered in selling new 
and converting old debt, it reluctantly assented to a tighter money 
policy at the end of 1919. And, because the difficulties persisted, 
it tightened credit further. This escalation of deflationary action, 
it is reasonable to conclude, served to push downward an economy 
already past the peak of the boom and on the down side of the 
cycle,*” 


45. Johnson, Land Fit for Heroes, p. 401. 

46, Essentially, the short-term debt was becoming unmanageable because of 
the relative unattractiveness of government bonds to potential investors and, thus, 
the difficulty of the state in persuading holders to renew rather than redeem. Cf., 
PRO, Finance Committee of. the cabinet], September 25, 1919, Memorandum 5, 
Cab 27/72. Of course, in paying higher interest on Treasury Bills, as the state 
did after November 1919, it was acting in a mildly deflationary direction. Con- 
current with the one per cent increase in the Treasury Bill interest rate was an 
equivalent rise in the Bank of England’s discount rate. Cf., Pigou, Aspects of 
British Economic History, pp. 188-90 for a persuasive evaluation of the impact of 
these monetary policy measures. 

47. Pigou, Aspects of British Economic History, pp. 188-90. Even the 
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Therefore, by the start of 1920, as it still struggled with sticky 
high prices and wages, and while unemployment and other portents 
of depression multiplied, the Government seemed to prove that the 
City’s soothsayers had been right all along. Worse, the cabinet lost 
faith in its ability to. control, much less rectify, the situation.** The 
war was history; so too were most of the myriad wartime economic 
agencies, the solidarity of national purpose and the anxieties toward 
the postwar era, all of which had been powerful motivators in 1918. 
The star of the orthodox money men rose faster than the economy 
plummeted in 1920 and 1921. By 1922 no one had much good to 
say about the inflationary boom of 1919 and most everyone said 
“amen” when the politicians joined in a chorus of “economy” (or, 
as some put it, an end to “squandermania” ).*® 

It is tempting to conclude that reconstruction was a casualty of 
a postwar inflationary boom which was thought to be necessary 
and was therefore encouraged by the Government, and which went 
sour. However, the exercises in revision are as yet insufficiently 
advanced for definitive conclusions. For the present, we have Paul 
Johnson’s judgment, certainly the worthiest of our attention, that 
reconstruction was doomed because it depended entirely on a 
favorable combination of exogenous and not uniformly controllable 
variables: 


The key to the situation was that reconstruction — as a body 
of reform measures, founded on a calculation of the possible 
— had always depended on conditions external to it. It was 


friendliest of the coalition’s critics, such as Pigou, accept the notion that the 
coalition’s deflationary tactics were ill-timed and probably accelerated the rate of 
economic decompression —- right into the depression of 1921-22. 

48. Evidence of this is the speed and manner with which the Government 
relinquished control of the money market during the autumn of 1919, and followed 
this up a year later by conceding to the principle of the orthodox money men on 
fiscal policy — the state, according to the principle, budgeted annual surpluses 
(above what was allocated for statutory sinking funds) for use in debt redemption. 
Cf., Clay, Lord Norman, pp. 117-27. The all-important status which debt redemp- 
tion came to have after 1920 cannot be explained, as it usually is, by the cabinet’s 
prejudice for ‘sound money” over social policy, The war record of the Lloyd 
George coalition refutes that claim. Rather, the preeminence of debt redemption 
was one of the consequences of the cabinet’s loss of faith in its ability to navigate 
through the economic storm which it saw brewing, following upon its unhappy 
experience with the inflationary boom of 1919. 

49. The anti-waste campaign was largely engineered by the Harmsworth 
press. It drew its first blood in a December 1920 by-election at Dover; the anti- 
waste, ultra-Conservative candidate, sponsored by the Harmsworth press, defeated 
the coalition’s candidate. In two subsequent contests, one in March, the other in 
June 1921, the coalition’s choice was defeated by the anti-waste candidate, After 
the June debfcle, Lloyd George wrote to Austen Chamberlain: “this election 
represents the real sentiment which may very well overwhelm us if we do not deal 
with it in time’’ Beaverbrook Library, Lloyd George to Austen Chamberlain, 
June 9, 1921, Lloyd George Papers, F/7/4/6, 
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not self-sustaining. Rather it stood or fell by policies and 
circumstances independent of it, and by the results that fol- 
lowed from them: policies for trade, finance, prices, wages 
and the like; circumstances such as the national will and 
capacity for cooperative effort, the nation’s readiness to bear 
exceptional taxes, and its determination to strive for genuine 
efficiency, foregoing short-term profit and advantage; results 
in the form of solvency, industrial peace, favorable trade 
balance and general prosperity. Such were the precondi- 
tions essential even for a limited kind of reconstruction that 
might have left a monument not unworthy of the dead.» 


In view of the potential obstacles to “a limited kind of reconstruc- 
tion,” it is surprising that anything at all was accomplished. 
* = * 


If the Government’s conviction that reconversion had to occur 
as swiftly and smoothly as possible is overlooked or discounted, the 
transitionary policies are scarcely creditable. Even though this 
feeling rested upon certain misconceptions, the important thing is 
that the coalition thought what it did was right; it was not simply 
capitulating to capitalists; it was not looking for 1914. Political and 
social considerations motivated the coalition as much as did eco- 
nomic ones. No monolithic force pushed “in one direction” as 
Tawney suggested. Rather there were divergent forces, the net 
effect of which tended to neutralize the extremes — the ardent 
reconstructionists and the determined deflationists. However, be- 
cause most cabinet members felt that without an active state pro- 
motion of a speedy changeover of the economy to a peacetime basis 
there would be serious difficulties with a restless population, the 
coalition believed it had no real alternative to the general direction 
it took. After considering the situation it felt itself to be in, one 
reaches the conclusion, reluctantly in view of subsequent events, 
that the coalition was not made up of rogues or fools, 


Peter K. Cine 


50. Johnson, Land Fit for Heroes, p. 490. 


